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say, four or five members, the partners themselves are drawing out each year what, in a way, might be called salaries, viz., approximately the amount of money necessary to meet their general living expenses, leaving their surplus profits in the business. Any partnership or any profit-sharing plan that divided up the profits and withdrew them in cash at the end of every year could not last very long.
Why Some Plans Fail
Many profit-sharing plans have divided profits with employes on a cash basis and turned the money over to the employes every so often, usually once a year. The result has been that if a man earning $1,000 a year received $200 at the end of the year from a profit-sharing plan, he promptly lifted his living expenses from a $1,000 basis to a $1,200 basis, and began to look upon his income as $1,200 rather than $1,000, and the extra $200 did little to increase his activity and efficiency, or to promote his intellectual efforts in the business concerned.
Then, if a period came when business was dull or poor and he did not get the extra $200, he found fault with the owners of the business and became grouchy and inclined to lose interest in his work. If he did not use the $200 for his living expenses, he probably invested it in a suburban lot or in some stock that was recommended to him, or in something that he knew little or nothing about. Then, if his investment began to go wrong, he worried about it, and part of the time which he was being paid to devote to the business in which he was engaged would be expended in worrying about his investment in the business in which he was not engaged; whereas, if his money were invested in the business in which he was engaged, his desire to see his investment succeed and bring him further profits would be converted into efforts that would be of some practical benefit, not only to himself, but to the stockholders and his co-workers.
In short, little real substantial benefit comes from a profit-sharing plan where the profits are paid out in cash, except perhaps where a man uses the money toward buying a home. There is, therefore, a serious weakness somewhere in such a plan, and the weakness lies in the fact that profit sharing cannot be really beneficial, either for employer or employe, unless conducted on a partnership basis and coupled with profit saving.
Looking at it from the viewpoint of capital, the object to be accomplished through the adoption of profit sharing is added